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ABSTRACT 
One of the key features of the current process of globalization is 
increased trade in intermediate inputs. This input trade results in part from 
multinational firms choosing to outsource input processing to their foreign 
affiliates, thereby creating global production networks in which each actor 
is vertically specialized. For developing countries, include China, 
companies are usually involved as part supplier in vertical specialization. 
For suppliers in developing countries such contracts can be an important 
source of technology transfer. For long term, this condition is expected to 
increase technological and innovation capability in developing countries. 
As the ways of international cooperation are keeping diversified, it is more 
and more important to elevate technology ability through strengthened 
contact with other economies. Vertical specialization is a new mode which 
is deeply influencing China’s technological advancement, and is enriching 
the connotation and extension of International Trade. Therefore, this paper 
tries to analyze how the vertical specialization happened in China, and how 
it promotes the technological and innovation capability of Chinese 
enterprises. 
This paper calculates the degree of China’s vertical specialization and 
total factor productivity (TFP) from 1992 to 2007, and then set up an 
econometrical model to analyze how and why the vertical specialization 
increased our countries’ industry technology ability. The result shows that, 
vertical specialization in several industries is proven to increase 
technological and innovation capability in China. The increase effect is even 
more evident in those industries which are highly related with one another, 
have better technology and more open in the international business. Besides, 
the impact on technological advancement from vertical specialization is more 
prominent than that from R&D and export, which is nearly the same with import. 















specialization, so that we can take appropriate trade policy and industrial 
policy to make better use of vertical specialization to improve technical 
advancement and promote sustained economic and faster development.  
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